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Abstract 
This paper identifies the role of entrepreneurial orientation (EO) on the perceived financial performance of small and medium 
sized enterprises, operating within volatile business environments. To this end, we conducted regression analysis on the reported 
financial results of 117 SMEs operating in volatile and uncertain business environment. Construct validity is tested in the 
qualitative phase of the research. The study enhances understanding of the context dependent relationship between 
entrepreneurial orientation and perceived financial performance in such business environments. The findings show that though 
there is a relationship between EO and perceived financial performance of SMEs, this relationship is not effective. Therefore, the 
study raises the question of the nature of the relationship between EO and performance and the moderating role of environment.  
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1. Introduction 
The business orientation philosophy of corporations is one of the main determinants for strategic activities and 
plans undertaken (Miles, Thompson & Donald, 2010). Corporate entrepreneurial orientation is regarded as an 
antecedent of business performance and growth (Kraus et al. 2011). Entrepreneurial orientation literature discuss that 
there is a relationship between EO attitudes of firms and organisational performance (Lumpkin & Dess 1996, Dess et 
al. 1997, Wiklund & Shephard 2005, Roxas 2009, Lechner & Gudmundsson (2012) and Kumar et al. 2012).   
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Moreover, such relation is also moderated by environment (Roxas 2009, Wiklund & Shephard 2005, Lumpkin & 
Dess 1996 and Rauch et al 2009).  
 
EO literature argues that there is a relationship between EO and performance and this relation is moderated by 
environment. However, in their meta-analysis Rauch et al. (2009) discuss that it is not if relationship between EO and 
performance hold but it is matter to estimate the magnitude of impact EO has on performance in different set of 
conditions. It also has practical –managerial- implication to know that impact, as in order to pursue high EO activities 
certain and limited resources should be allocated by firms’. This has crucial impact on firms’ survival, especially to 
SMEs due to their limited resources. This consideration reflects evidence based management which is strongly 
recommended in the related literature (Rousseau 2006) .  Furthermore, it is also suggested by Rauch et al (2009) that 
EOs impact across countries may differ. This may be due to cultural differences. For example, stakeholders may 
consider aggressive EO activities positive or perhaps, in another culture it can be seen as a negative attitude. This can 
be interpreted as EO and performance relation is a natural extension of cultural norms. Nonetheless, most of EO 
studies conducted in North American context and it is necessary to replicate the similar studies in wide range of 
cultural context. 
 
In order to fill these gaps the study implemented in Turkey and the time period of 2009-2012, after economic 
recession, provided ideal conditions. In this period there was uncertainty and unpredictable environmental conditions. 
Financial resources were also limited as banks were not willing to provide credit, or at least it was extremely difficult 
to get financial support, for SMEs due to economic recession.  This seting provided uncertain and turbulent business 
environment and give chance to estimate the magnitude of impact EO has on performance in difficult environmental 
conditions. Furthermore, the country with its distinctively different cultural background give opportunity to replicate 
and test EO to performance relation. 
 
The contribution of this research is twofold. Firstly, it helps to enhance the understanding of EO performance 
relation and more importantly degree of impact EO has on performance. It also test this in different cultural context. 
Secondly, EO activities require high financial resources and it might be crucial to know how high EO activities impact 
survival and subsequently financial performance of SMEs. 
 
2. Theoretical Background 
2.1 Entrepreneurial Orientation 
Corporate entrepreneurial strategic orientation is arguably best captured by Covin and Slevin (1989, P.77) as 
strategic orientation that “reflects the top management’s risk-taking behaviour with regard to investment decisions 
and strategic actions in the face of uncertainty, the extensiveness and frequency of product innovation, and the 
related tendency toward technological leadership, and the pioneering nature of the firm as evident in the firm’s 
propensity to compete with industry rivals aggressively and proactively”. 
Covin and Slevin (1989) classified firms into two main categories; entrepreneurial and conservative. Entrepreneurial 
strategic orientation identifies firms with selected managers’ risk-taking behaviour, with the goal of increasing 
innovation activities and pushing through continuing change. Such companies increase their adaptation to 
environmental changes, and reduce response times (Zahra&Davis, 2000). Innovativeness may be characterized as the 
implementation of new, creative ideas that facilitate corporate survival within intensely competitive markets 
(O’Reagan & Ghobadian, 2005). A proactive posture allows a corporate leader to anticipate the future requirements 
of a market, thereby creating first mover advantages for their companies. Risk-taking describes the allocation of 
companies’ resources to major budgeted projects that, in the case of failure, could threaten the firms’ future (Roxas, 
2009). There is a constant need of continuity of growth, organisational renewal, innovation and risk-taking activities 
that usually go beyond one manager’s capabilities (Miller, 1983). 
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Similarly, it is a related argument in the literature that in a hostile environment firms tend to be more innovative, pro-
active and prefer to take more risks. However, in benign environments they may be more risk-averse and will possess 
conservative strategic behaviours which bind to the market environment and certainty. Additionally, risk-taking 
behaviour does not necessarily induce competitive advantage in a benign environment as such action could bring 
unwarranted risk to small firms that are susceptible to it (Covin & Slevin, 1989). Organisations engage in an on-going 
process of evaluation of their purposing which helps them to evaluate their external environment (Miles et al., 1978). 
The external environment and managerial action as determinants of a firm’s performance are important aspects of 
strategic behaviour. Firms which operate under better circumstances can have better prospects (Child et al., 2003). 
Furthermore, Gibbons and O’ Connor (2005) found that the strategic posture of firms has more influence on strategy 
formation than organisational structure. The irreversibility of risky decisions can cause continuously overestimated 
investment and take away valuable and limited resources from underestimated investment (Covin et al., 2006). 
Therefore EO behaviour of the firms can be strongly influenced by surrounding business environment. 
 
There is a strong tendency in the related literature towards a belief that EO’s contribution to performance are much 
more visible in Small and medium sized enterprises (Kraus et al. 2009). SMEs management can be regarded as ‘’one 
man show’’ (Daft et al. 2010) and relatively less people involve in decision making process. Thus, creating 
flexibility and quick reaction time -which decisions can be taken very fast- and response would be very quick for 
market activities and changes (Rauch et al 2009). This increase responsiveness and firms can adopt to changing 
environment faster and arguably more effectively. 
 
It is an argument that if entrepreneurial orientation construct should be consider as one-dimensional or multi-
dimensional. All three components of EO show strong correlations between each other as Rauch et al. (2009,: 764) 
calculated “r = .39 to r = .75” from previous empirical research. Therefore, many studies classify these components 
into one factor termed entrepreneurial orientation. Lumpkin and Dess (1996) argue that firms with entrepreneurial 
strategic posture do not necessarily possess the three components together; meaning that if there is uncertainty in the 
market they may be risk-averse but continue with innovation and pro-activeness. Subsequently, EO is accepted as 
one-dimensional construct rather than multidimensional. Therefore, for this research that the construct of the EO 
will be one-dimensional rather than multi-dimensional. 
 
2.2 The Relationship between Entrepreneurial Orientation and Perceived Financial Performance 
 
There are many studies identifying the entrepreneurial strategic orientation tendency of firms and its effect on 
organisations. Walter et al. (2006) analysed the relationship between entrepreneurial strategic orientation and the spin-
off performance of universities; Jantunen et al. (2005) researched strategic posture and its impact on international 
performance of firms; Hult et al. (2004) and Morales et al. (2007) the relationship between innovativeness – as an EO 
component – and business performance; Stam and Elfrig (2008) the relationship between EO and new venture 
performance; Esteve et al. (2009) found a mediating role of EO between top management teams and organisational 
performance; De Clerc et al. (2003) examined the impact of EO on organisational learning; Dess and Lumpkin (2005) 
researched the relationship between EO and corporate entrepreneurship; Lumpkin and Dess (1996), Dess et al. (1997), 
Wiklund and Shephard (2005), Messersmith and Wales (2013) and Roxas (2009) researched the impact of strategic 
posture on organisational performance; all these studies found a positive correlation between EO and the different 
components of organisational functions.  
 
In their meta-analysis on the EO literature Reuch et al. (2009) found a correlation between EO and organisational 
performance. So, it is logical to expect a correlation between the different components of entrepreneurship strategic 
posture and performance. However, the impact of each component on performance is expected to be different and 
context-specific. Furthermore, in their research Esteve et al. (2009) argue that SMEs operating in mature industries 
may be forced to engage in risky, uncertain and resource-consuming actions due to the surrounding competitive 
environment. 
 
However, measuring performance can be a complicated issue. Performance measurement may be the single most 
powerful mechanism at management's disposal to enhance the probability of successful strategy implementation. 
Moreover, the study is primarily influenced by a research question posed by Neely et al. (1995) what performance 
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value is the most important for small and medium size enterprises? The problem of which performance measurement 
would be implemented is obvious (Neeley et al., 2000). The point is, however, that there is no consensus in the related 
literature as each academic field most likely has its own unique requirements (Neeley, 2005). Similarly, Lumpkin and 
Dess (1996) claim this is a difficult problem because the term is used in the context of various levels of analysis. 
 
Combining the previous arguments regarding entrepreneurial orientation and perceived financial performance, we 
hypothesize that: 
 
Turkish SMEs’ entrepreneurial strategic orientation impacts their perceived financial performance: 
 
The study considers EO literature related to organizational performance where performance is primarily measured by 
perceived financial performance (Lee et al., 2001; Hult et al., 2004; Covin et al., 2006; Tan & Tan 2005; 
Wiklund/Shephard 2005). Although non-financial and archival financial performance are often used (Marino et al., 
2002, Monsen 2005), Lumpkin/Dess (1996) suggest that researchers should recognise the fact that performance is 
multi-dimensional. Each dimension can be affected by EO separately and in different ways. For example, one 
dimension can be positively affected and another one negatively.  Performance measures also depend on firms’ size 
and ownership type. 
 
It could be argued that each component of EO may have different impact on performance. Naldi et al. (2007) found a 
substantial correlation between risk-taking activities and pro-activeness and innovation. Firms producing new 
products usually take risks as the demand and country of origin of the product are unknown. Moreover, risk-taking 
has an insignificant correlation with performance compared to other factors. The correlation between innovation and 
performance and pro-activeness and performance are greater than that between risk-taking and performance. However, 
in some contexts risk-taking increases performance but in some others it does not. Furthermore, risk-taking improves 
firms’ future prospects, although family-owned firms tend to take less risk.     
 
Although the related literature has a consensus on the existence of the relationship between EO and organisational 
performance, Tang et al. (2008) state that this correlation is not infinite and there is a limit, a saturation point after 
which EO may not contribute to performance or simply too much EO does not always contribute to performance as 
the context and environment is also crucial for firms. Similarly, Runyan et al. (2008) argue that EO does not contribute 
negatively or positively to performance for firms older than 11 years old. However, younger firms enjoy a positive 
contribution from EO. 
3. Methodology 
3.1 Sampling and Measurement 
 
A probability sampling method has been chosen for the study, which is used with a stratified random sampling. The 
research was conducted in Istanbul. For the purpose of the study, Istanbul was a valuable sample as it is the financial 
and industrial capital of the country and has a strong and thriving economy. 
 
Two control variables have been chosen: firm size and location. Therefore, the researcher sought SMEs in Istanbul. 
The Istanbul Chamber of Industry has around 15,000 members (Istanbul Chamber of Industry, 2013) whose size and 
profit vary from firm to firm. Textile and textile-related SMEs were separated from the main population by a search 
option that only firms employing between 9 and 249 employees and operating in the textile and textile-related 
sectors have been shown (the list is available at http://www.iso.org.tr/tr/web/E-Hizmet/UyeFirmalar.aspx). It should 
be noted that profit could not be used despite the European Union’s suggestion to describe SMEs. This is because 
there is no available data regarding SMEs profits in Turkey. The study therefore only considered employee numbers. 
 
Initial results showed there are 1106 SMEs operating in the textile-related sector in Istanbul among a semi-
independent government institution, the Istanbul Chamber of Industry. However, from this population only those 
who have an e-mail address were contacted as the primary data collection of the study was e-mail survey. 
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The confidence level of 95% has been sought as Saunders et al. (2009) suggest. However, the study uses Bartlett et 
al.’s (2001) formula to determine the appropriate sampling size from the population of 1106 SMEs (textile-related 
SMEs who are members of the Istanbul Chamber of Industry). The following formula has been used to determine 
sampling size. 
 
݊଴ ൌ 
ݐଶ ൈ ݏଶ
݀ଶ ൌ 
ͳǤͻ͸ଶͳǤͳ͸͹ଶ
ሺ͹ ൈ ͲǤͲ͵ሻଶ ൌ ͳͳͺ 
 
 
The researcher calculated the required sampling size of 118 according to the above formula. As the sample size 
exceeds 5% of the population (1106 x .05= 55), Cochran’s (1977) correction formula has been implemented: 
 
 
݊ ൌ  ݊଴
ቀͳ ൅ ௡బ௉௢௣௨௟௔௧௜௢௡ቁ
ൌ ͳͳͺ
ͳ ൅ ଵଵ଼ଵଵ଴଺
ൌ ͳͲ͹ 
Population size = 1,106 
n0 = required return sample size according to Cochran’s formula= 118. 
n1 = required return sample size as sample exceed 5% of population” (Bartlett et al., 2001) 
 
EO orientation is measured by the use of Covin and Slevin (1989) questionnaires. It was due to facts that this study 
based on Miller’s (1983) initial identification of the three components of EO rather than extended 5 components 
version as well as it is well accepted and implemented by the related literature (Becherer & Maurer 1999; Hult et al., 
2004; Richard et al., 2004; Wiklund & Shephard 2004, Arbaugh et al., 2005; Jantunen et al., 2005; Stam/Elfring, 
2008). The validity and reliability of the questionnaire is proven. There are nine questions in the scale (α = .807).   
 
The last part of questionnaire was implemented from Roxas’s (2009) study. There are six questions and reliability of 
the scale is achieved (α = .907).The questionnaire is easy and simple to understand, which is an important fact, as 
one should realise that SMEs do not always have an accounting department to provide detailed financial 
information. Another point is that the study is cross-sectional and the questionnaire was prepared with this fact as a 
central consideration. The time frame of the study covers the period of 2009-2012. One important note that reaching 
archival financial data was extremely difficult as SMEs were not willing to share those and it was not possible to 
collect the aforementioned data from secondary sources. Therefore, this option had to be rejected. 
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3.2 Descriptive Statistic 
 
Table 1.1 Mean and Standard Deviation 
 
  N Minimum Maximum Mean Std Deviation 
  
Strategic Posture 117 1.67 6.78 4.5328 1.22505  
Perceived 
Financial 
Performance 
117 1.17 4.83 3.1097 .76319 
 
Valid N 117      
 
 
SMEs in Istanbul reported a rather high entrepreneurial strategic orientation behavior as average mean for one-
dimensional EO construct is about 4.50. Expectedly, perceived financial performance for the study’s time period is 
relatively low. This also can be summarised as the financial performance of SMEs is very static. It should be noted 
that this study has been conducted during economic recession which there was an uncertainty and lack of financial 
resources. 
 
In order to provide statistical robustness, skewness and kurtosis indices are also discussed.. An assessment of the 
items on the list shows good or mild skewness and kurtosis points, as all of them are within the acceptable limits. 
The highest skewness point presented is 1.534 and kurtosis is 1.634. So, no particular concern has been identified 
and the normality of distribution of the data is within acceptable limits and can also be considered to be in a very 
good rang 
 
3.3 Correlation 
 
Table 1.2 shows a strong correlation between performance and entrepreneurial strategic orientation behavior. 
 
Table 1.2 
  Strategic Posture 
Performance Pearson Correlation .219* 
 Sig. (2-tailed) .018 
 N 117 
Correlation is significant at the 0.01 level (2-tailed), *. Correlation is significant at the 0.05 level (2-tailed) 
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Analysis and Discussion 
 
 
Model = ܱܲ ൌ ߚ଴ ൅ ߚଵܵܲ ൅ ߝ െ െ െ ሺʹሻ  
 
Table 1.3: Regression Analysis between Strategic Posture and Perceived Financial Performance  
 
Variable Beta Coefficient 
Standard 
Error t-statistic Significance 
Strategic Posture .219 .057 .2407 .018 
     
Multiple R .219    
R2 .048    
Adjusted R2 .040    
Std. Error of the Est. .74788    
F 5.796    
Significance F .018    
SS Regression 3.242    
SS Residual 64.323       
**. Correlation is significant at the 0.01 level (2-tailed), *. Correlation is significant at the 0.05 level (2-tailed). 
 
 
This study found that there is a certain degree of impact of strategic posture on organisational performance. 
However, the findings show that the relationship is not meaningful as the explanatory power of the model is very 
low – R2 is only 0.48. In regression analysis, the significant change is .018. The difference between R2 and adjusted 
R2 is only .008 which means the generalisability of the study is good. In fact, the Durbin-Watson index is 2.030.  
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Table 1.4 Co-Efficiency between Strategic Posture and Perceived Financial Performance (when Components 
Individually Considered) 
 
Model 
Unstandardized Coefficients Standardized Coefficients t Sig. 
B Std. Error Beta 
1 
(Constant) 2.542 .270   9.404 .000 
Strategic 
Posture-
Innovation 
-.042 .060 -.080 -.702 .484 
Strategic 
Posture- .097 .067 .178 1.450 .150 
Pro  Activeness 
 
Strategic 
Posture - Risk 
Taking 
.076 .052 .160 1.451 .150 
a. Dependent Variable: Performance 
**. Correlation is significant at the 0.01 level (2-tailed), *. Correlation is significant at the 0.05 level (2-tailed). 
 
 
Table 1.4 revealed that none of the individual components of entrepreneurial strategic orientation has an individual 
effect on the financial performance of SMEs. There is a slightly negative influence of innovation on dependent 
variables, which therefore cannot be interpreted as a separate impact on strategic posture. Interestingly, despite the 
fact that none of these individual components have any significant impact on perceived financial performance, each 
component was expected to have a different degree of influence on perceived financial performance. Furthermore, the 
same components, when considered one-dimensional, have significant impacts on the perceived financial performance 
of SMEs. 
 
4. Discussions 
 
In terms of entrepreneurial orientation, none of the components individually impacted on the financial performance 
of SMEs. Innovation was one of the components that many studies reported to have an impact on performance (Zahra 
& Davis, 2000) (Cakar & Erturk, 2001) (O’ Regan& Ghobadian, 2005). However, in this context empirical research 
revealed an insignificant relationship. The same can be said for risk-taking and pro-activeness, which reminds us of 
the context-dependency of the relationship between strategic posture elements and performance (Reuch et al., 2009). 
Relatively difficult or perhaps costly financial borrowing is known to reduce the innovation activities of firms. So, 
considering volatile environment and massive impact of economic recession on monetary markets it is not a surprise 
that assumed that Turkish SMEs feel such activities would be more harmful. Therefore, they may prefer to invest less 
in innovation activities, which also require firms to be willing to exit from current products and markets in order to 
engage in new ventures (Zahra&Davis, 2000). However, in uncertain conditions this would be quite risky for small 
and medium enterprises to follow. It may be in this context that such activities might be producing relatively negative 
results.  
 
Furthermore, the impact of EO on perceived financial performance is limited. This can be seen from low explanatory 
power of the regression. Therefore, together with relatively high EO activities of SMEs and low and stagnant financial 
performance it is difficult to say the impact of EO on positive side. Perhaps and most probably that could be explained 
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by environment where economic recession create difficult conditions. 
 
Difficulties for finding financial resources as well as stagnant market demand and turbulent business environment 
created a negative environment. Furthermore, Turkish SMEs were still willing to follow high EO activities (see Table 
1.1). This may be an indication that under difficult financial conditions SMEs preferred to follow higher EO activities 
in order to ease difficulties in the market. Such tendency also mean that more financial resources were invested into 
EO activities which are taken from other –limited- sources. 
5. Conclusion 
 
Nonetheless, and perhaps most interestingly, the research found that EO activities did not provided a better financial 
performance or there is no effective relationship between EO and perceived financial performance. This could be 
because difficult financial situations exist in the environment, however, as firms engaged into EO activities that cannot 
be sole explanation or one other answer could be lower market demand. This is important as customers spending was 
one of the lowest level both in country and traditional Turkish export markets – Particularly demand from European 
Union which represent 50% of total Turkish international trade market was very low. 
 
Therefore, unlike the related literature (Lumpkin&Dess 1996, Dess et al. 1997, Wiklund&Shephard 2005, Roxas 
2009, Lechner&Gudmundsson (2012) this study found that ,in its current settings EO and performance relation is not 
effective. One of the most important reason for that might be because financial difficulties. It must be clarified that it 
is not difficulties of finding financial resources created problem as Turkish SMEs somehow were able to engage EO 
activities but performance itself were quite stagnant during the period. So, there was no visible or at least meaningful 
relationship between EO and perceived financial performance.  
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